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That Steel Settlement: “Ike got rid of Sherman 
Adams, but failed to get rid of another Modern Re- 
publican—Secretary of Labor Mitchell.” In this way 
Capitol Hill characterizes and explains the dangerous 
steel pact which now imperils the whole battle against 
inflation. 


Mitchell acted as Labor Boss McDonald’s friend in the 
President’s cabinet—such is the verdict. He is largely 
responsible for undermining the operation of the Taft- 
Hartley Act since last spring when the steel dispute began. 
Taft designed his famous act to end Federal intervention 
into labor disputes, to make collective bargaining 
completely free—after a decade in which Roosevelt and 
Truman had consistently fronted for the trade union 
oligarchy. 


Ike, who knows little of the complicated labor field, 
set out to follow Taft’s course, but relied on Mitchell 
to arrange the details of the Administration’s relation to 
the upcoming steel strike. Mitchell, just as “liberal” as 
Sherman Adams, but infinitely more clever and 
knowledgeable, set up a thoroughly New Deal (and anti- 
Taft-Hartley) “fact finding” board. By subtle methods, 
this stooge tribunal temporized and maneuvered to 
MecDonald’s advantage. 


Meanwhile, Mitchell’s office did nothing to discourage 
the idea—cleverly spread in a willing press—that Taft- 
Hartley was outdated and inadequate. And the underly- 
ing refrain was that sooner or later Big Government 
would have to intervene and impose a settlement. This 
line naturally discouraged Boss McDonald from making 
any serious effort to reach a pact at the bargaining table 
with Steel. 


Months wore on, until finally the approach of the 
reconvening of Congress brought matters to a head. Nixon 
and Mitchell recommended a settlement to both sides. 
with the warning that—if workers again struck—the 
Democratic-controlled Congress might pass a radical 
arbitration measure. Before this threat, the industry 
threw in its hand and accepted a money settlement of a 
clearly inflationary nature. And it gave up on “work 
rules,” accepting the very offer which McDonald made 
when negotiations started. No binding work rules reform 
is in the pact. This means little likelihood of any reduc- 
tion of the notorious “featherbedding” in Steel. On a 
broader scale, the whole pact is expected to weaken the 
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resistance management in all industries has been making 
to inflationary labor union demands. 


As Congress opens, conservatives—Democratie and 
Republican—are critical and fearful of the outcome. 
Mitchell succeeded in his design—forecast repeatedly by 
HuMAN Events last fall—to bypass the legislation which 
bears the name of Senator Taft. Ike’s Labor Secretary 
is mentioned in the cloak-rooms with the same caustic ~ 
comments formerly applied to Sherman Adams. 


One indication registers Mitchell’s unpopu- 
larity in the GOP, according to the following 
story: Organizers of forthcoming GOP dinners 
in many cities in the country found great diffi- 
culty in getting local politicos to accept Mitchell 
as key speaker—turndown after turndown, 
until finally the Philadelphia organization said 
it would accept him for its banquet. 


Political Effects. It is believed that Nixon has taken a 
dangerous risk by helping to push over this settlement 
on steel. Some economists think the price boomerang 
will strike the consumer by mid-summer. 





True, Nixon had an “assignment from Ike” to put 
through the recommended settlement last week. But if 
and when the cost of living begins to pinch, he—not Ike 
—will be blamed. Politicos say that if Nixon counts on 
any grateful help from Labor Boss McDonald in the 
election, he will be making a grave mistake. The press 
reported that when Nixon’s part in the settlement was 
mentioned at a steel union “victory” celebration in 
Buffalo, it was greeted by loud boos. 


Senator Barry Goldwater (R.-Ariz.) remarked: “This 
settlement will win not one labor union controlled vote. 
Every overture Republicans have made to labor union 
organizations in the past has proved a failure; the labor 
bosses always come down on the side of the Democrats 
in the elections.” 


But won’t this pro-labor-boss settlement free Nixon 
from election attacks on the score of being “anti-labor?” 
That might have been so a decade ago, but public opinion 
has altered in recent years. A reputation as a supporter 
of “labor union reform” serves politicos much better 
today—as witness the big vote for the Landrum-Griffin 
labor reform bill in Congress last August. 


Nixon’s voting record on labor issues, when he served 
in the House of Representatives, was similar to and—at 
times—tougher than Taft’s. When he was in the Senate, 
he did not appear to take much interest in labor matters, 
attended few meetings of the Labor Committee (of 
which he was a member), and usually gave his proxy to 
Taft. On Capitol Hill today, he is not considered as being 
well versed in the problems pertaining to labor. 
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Two political consequences loom, in the eyes of Wash- 
ington observers: (1) Danger to Nixon, if nominated, in 
the election next November. (2) Democrats will become 
even more pro-labor than formerly; as a party, they will 
now go to greater lengths to out-bid Republicans for the 
favor of labor bosses. Among the Democratic candidates, 
Senator Hubert Humphrey, Reuther’s protege. as the 
most extreme pro-labor candidate in the field of nomi- 
nees, will see his stock rise. 


Rockefeller: Although most political observers are 
taking at face value Nelson Rockefeller’s Presidential 
candidacy disavowal, the growing joke on Capitol Hill is: 
“Nelson’s thrown in his cards but he’s still sitting at 
the table.” In any event, shadowy question marks sur- 
round the Empire State glamor boy. 


At his January 4 press conference he left no doubt in 
the minds of reporters that he was open to a draft, stating 
he had two major speeches planned (Washington and 
Boston) and that he would continue to speak out on 
national and international issues. And the remarks last 
week of the politically wise New York senate majority 
leader, Walter J. Mahoney, did not go unnoticed. After 
endorsing Nixon, the state senator said his support was 
“as of today,” and this was taken as possible knowledge 
on Mahoney’s part that Rocky is running hard behind 
the door he closed. 


Of greater tangible significance is the contin- 
uance of Rockefeller’s command headquarters 
just off Manhattan’s Central Park West in a 
former two-building Rockefeller town house. 
The Governor’s staff of 70 political advisers, 
speech writers, researchers, and secretaries has 
been kept intact and busy. 


Reports of the continuance of Rockefeller organiza- 
tions nationwide persist, and observers await Nelson’s 
reaction to the expected efforts of his supporters in 
coming months. 


Kennedy’s Southern Exposure: While the Kennedy 
camp gloated last week over their Mike DiSalle- 
engineered roundup of Ohio’s 64 convention votes, the 
fallacy of young Jack’s supposed southern support was 
becoming apparent, and he seemed slated to pay the 
price for his flirtation with “liberalism” and big labor. 


Virginia Democratic National Committeeman G. Fred 
Switzer gave voice to this belief by saying: “I believe 
Nixon could carry Virginia against Kennedy as of now 
. . . the way people have been voting the last eight 
years, they side with the most conservative candidate. 
and I believe, generally speaking, Nixon is more con- 
servative than Kennedy.” 


Although Kennedy received strong southern support 
for the Vice Presidential nomination at the 1956 Demo- 
cratic convention, observers recall, this was more an 
anti-Kefauver expression on Dixie’s part than a fond- 
ness for Kennedy. However, the Massachusetts hopeful 
was thought to be fairly moderate on-the key issues of 
labor and civil rights; but, Capitol Hill notes, Jack’s 
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ADA-prone voting record over the past four years has 
cooled the South immeasurably toward him. 


Recently a move was afoot, reportedly at the instiga- 
tion of former Secretary of State James F. Byrnes of 
South Carolina, to promote the Kennedy candidacy by 
using Senator Lyndon Johnson as a stalking horse— 
keeping the southern bloc tight for the Texan and 
switching to Kennedy at the right moment, insuring a 
moderate nominee with whom the South might deal. 


Now, Washington sizes up southern sentiment this 
way: Not only is Kennedy no longer the lesser of two 
evils as was the case in the 1956 Kefauver contest, but 
he has become something of a political evil himself. and 
his southern convention support will be a fraction of 
what he might have expected a few years ago. 


Capitol Camera: President Eisenhower in his State 
of the Union message last week recognized with dramatic 
emphasis that the Nation’s most responsive craving is 
for economy. The artfully calculated “shocker” of the 
address was his prediction that his Budget for the 
coming fiscal year (July 1, 1960 to June 30, 1961) would 
show a surplus of over $4 billion which—he promised-— 
would be devoted to reducing the national debt. His 
projection of increased spending for the coming fiscal 
year was only about half as much as had been generally 
expected. However, Senator Byrd (D.-Va.), friendly 
critic of Ike, commented that the $4 billion surplus 
would be possible “only if there is a dangerous amount 
of inflation” boosting Federal revenues or if there should 
be unexpected cuts in spending. “The surest way to 
balance the Budget,’ remarked Byrd, “is to reduce 
spending.” 


@ A group of students at colleges in the Nation’s 
Capital is forming a National Student Committee for 
the Loyalty Oath. Students across the country are being 
contacted to serve on the executive board of the group, 
located at 2405 37th St., N.W., Washington, D. C. 
Organizers are seeking to counteract the barrage of 
anti-oath propaganda being disseminated by “liberal” 
professors and student organizations; they intend to 
show that the “liberals” do not speak for American 
students in general. 


@ Republicans mourning the death of their beloved 
statesman, Representative Richard Simpson (Pa.), an in- 
valuable conservative among the GOP leaders in the 
House, are facing up to the difficult problem of choosing 
the Pennsylvanian’s successor as head of the vital Re- 
publican Congressional Campaign Committee. Choice of 
the man to direct the job of winning the House for the 
GOP next November is of major importance to the party. 
One of the first names mentioned is that of Tennessee 
Representative B. Carroll Reece, formerly Republican 
National Chairman and as staunch a conservative as the 
late Representative Simpson. 


Submarines for Castro: Cuban dictator Fidel Castro 
is reportedly negotiating with the Communist bloc for 
the acquisition of both military jet aircraft and sub- 
marines. Such was the word contained in a NANA dis- 
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patch from Berlin carried in last week’s edition of Latin 
American Events. 


According to the wire service story, Cuban Air Force 
Captain Victor Penza Cardozo has been in East Germany 
to close a sugar-for-submarines deal. East German Com- 
munists are gleefully likening the Castro arms mission 
to Nasser’s arms-for-cotton deal with Russia. 


The dispatch predicted that a U-boat fleet would 
provide Castro with an unlimited opportunity for 
“clandestine mischief-making in the Caribbean,” extend- 
ing beyond “the opportunity which Castro would acquire 
for landing agents, saboteurs and even armed forces in 
the Dominican Republic and other such Castro targets. 


“The introduction of a Cuban submarine fleet 
into the Caribbean would automatically provide 
a screen for Soviet submarine operations.” 


De Gaulle: Diplomatic Row notes that General de 
Gaulle will arrive for his first visit to the United States 
on April 22—after a three-day trip in Canada. Foreign 
diplomats wonder if this Canadian visit is political, “an 


\ audacious raid” on British Prime Minister Macmillan’s 


back yard in North America. Relations between the 
British leader and the French President have been less 
than harmonious recently, because de Gaulle does not 
share Macmillan’s exuberant desire for a summit with 
Soviet Russia; and also because the French President 
has formed a close relationship with Chancellor Adenauer 
of West Germany. One of Britain’s age-old policies has 
been to keep France and Germany apart. 


Diplomatic Row in Washington speculates that the 
French President may receive a very hearty welcome 
on the St. Lawrence, for historical reasons not well 
understood by many citizens of the US. The French 
inhabitants of Canada have remained very chilly towards 
French Governments and their leaders ever since the 


' French Revolution of 1789, which the pious French 
' Canadians abhorred; and the grudge lasted until de 
_ Gaulle took power two years ago. Now the very Catholic 
_ French part of Canada looks favorably on the tall 
_ General, perhaps because he looms as the leader of anti- 
_ Communist forces in Europe. 


It is anticipated that the red carpet will be rolled 


_ out for him in Ottawa, Toronto, Quebec and Montreal 
_ and that the French Canadians will hail one leader of 
_ their ancestral France whom at last they have found to 
_ their liking and who will speak to them in their racial 
_ tongue. Diplomatic Row ponders the implications if “le 
_ Grand Charles” draws a bigger turnout in Montreal than 
_ Queen Elizabeth .... 


| Reds Behind Anti-Semitism: -Wnable to bluff the 


United States out of Berlin by threats, apparently the 


_ Communists feel the West may abandon Bonn if it is 
j tarred with the anti-Semitic label. And so the Com- 
_ Munists, according to Congressman Francis E. Walter 


(D.-Pa.), have swished swastikas around West Germany 
and “rounded up hoodlums and other disreputable 
elements . . . to create an image in the public mind of a 
re-birth of the Nazi atrocities against the Jews... . ” 
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The facts, Walter says, have come to him “from un- 
assailable confidential intelligence sources... .” 


Congressman Walter is not alone in his beliefs and has 
found an unexpected ally in the “liberal” Washington 
Post. The Post, a frequent critic of Adeuauer and West 
Germany, claims that the anti-Jewish outrage “coincides 
with the increasing intensity of the Communist propa- 
ganda campaign against Chancellor Adenauer ... ” and 
has “been receiving a good deal of encouragement if not 
financial support from Communist sources.” 


Labor in Politics: Eyebrows were raised on Capitol 
Hill at the announcement that Samuel Rizzo, admini- 
strative assistant to Representative Gerald Flynn (D.- 
Wis.), has resigned and will work on the Presidential 
campaign staff of Senator Hubert Humphrey. 


Ordinarily, such staff changes occasion little comment, 
but Rizzo is no ordinary “AA”—he is a United Auto 
Workers international representative, who has been on 
leave from his UAW job while working for Flynn, a 
freshman Congressman who received strong labor support 
in winning a traditionally Republican seat. (See HuMAN 
Events for December 22, 1958, for more on Rizzo.) 


Capitol Hill views the Rizzo change as one of UAW 
boss Walter Reuther’s first open moves to support 
Humphrey, as Human Events has reported the labor 
chief will do. From here on, warn old hands, the public 
can expect to see more and more of organized labor’s 
political strength quietly coming to the aid of the Minne- 


sota Senator, while other candidates are getting the 
headlines. 


Public Power Lobby: A charge by a three-man Dem- 
ocratic subcommittee which recently visited the Soviet 
Union that the Soviets would probably surpass the 
United States in power production by 1975 was branded 
as “naive” last week by Senator Wallace F. Bennett (R.- 
Utah). The subcommittee—as predicted by Human 
Events last September—also called for a vast increase 
in funds for public power. 


In 1958 alone, said Bennett, the United States installed 
almost three times as much kilowatt capacity as the ~ 
total capacity in the Soviet Union. “To match US gen- 
erating capacity by 1975 the Soviet Union would have 
to quadruple its average 1950-56 rate, and install the 


equivalent of eight Grand Coulee Dams every year for 
16 years!” 


Bennett also pointed out that the subcommittee find- 
ings flatly contradicted a statement before Congress last 
October by Francis L. Adams, Bureau of Power chief 
of the Federal Power Commission. Adams related that 
the United States was out-producing the Soviet Union 
by 228 billion kilowatt hours of electricity in 1945, and 
by 1958 this country had increased its advantage to 491 





W. CLIFFORD LAITY, Chairman, Department of Humanities and Social Studies, 
Montana School of Mines: “‘The point of view expressed in HUMAN EVENTS 
should be known by all of us in the fields of the humanities and social studies.” 
THOMAS J. WOOD, Chairman, Department of Government, University of 
Miami (Florida): ‘‘Provides an interestingly different point of view from that 
found in the usual publications.” 

HAROLD F. SCHORY, Speech Department, Western Illinois University: ‘An 
excellent and most essential publication.”’ 

HENRY J. PARCINSKI, President, Trenton Junior College (New Jersey): “I 
find this most informative. Very enjoyable reading, also.” 

H. GRADY MOORE, Chairman, Division of Language, Literature and Fine Arts, 
Eastern New Mexico University: ‘‘A dependable, up-to-the-minute periodical.” 
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billion hours, during a period of great Soviet “growth.” 


Bennett also charged that the subcommittee, composed 
of Senators Frank Moss (Utah), Ernest Gruening 
(Alaska) and Edmund Muskie (Maine), took along to 
Russia “lobbyists . . . dedicated to public power.” 


Education: Some “liberal” quarters are taking a long 
second look at an undesirable situation in our “modern” 
schools which they helped create and promote. ‘“Pro- 
gressive” education—and with it, parents who do not 
take interest in the intellectual development of their 
own children-—drew a sharp blast from a vice president 
of the left-wing American Federation of Teachers last 
week. 


Miss Sophie Jaffe, at a meeting of the group’s execu- 
tive council in Chicago, called attention to the problem 
with which such groups as the Council for Basie Educa- 
tion have been concerned for some time: the trend that 
has replaced education with “character development,” 
and which has prompted many educators “to take over 
the traditional functions of the home in order to create 
basic attitudes for learning.” 


The “liberal” New York Times editorially underscored 
Miss Jaffe’s creditable position: 


“When educationists in the Twenties and Thirties . . 
pointed to newly acquired knowledge about child psychol- 
ogy and the child’s mind, overenthusiastic disciples 
permitted the now notorious misinterpretation of ‘teach- 
ing the whole child’ to create the impression that the 
schools could and would do the whole job... . If more 
homes again tackle ‘life adjustment’ and ‘social values’ 
the schools may find it easier to concentrate on learning.”’ 


Economic Growth: After all the fuss last fall about 
how the US economy wasn’t growing as fast as Russia’s, 
word now comes that American industrial production 
has been rising faster than anyone realized. 


The Federal Reserve Board announced during 
the holidays that it had discovered that pro- 
duction has been increasing at a 4.1 per cent 
annual rate since 1947, instead of 3.7 per cent, 


as it had previously figured—an error of 10 
per cent. 


The discovery was the result of a major overhaul of 
the method of computing industrial output; electronic 
computers and more recent information are now being 
used, and gas and power utilities and several other cate- 
gories are being included for the first time in the figures. 


“Liberal” papers which have been loudest in demand- 
ing more economic growth—financed through taxes— 
generally kept the story buried in the back pages, despite 
the lack of major news breaks at the year’s end. 


On Television: = “Personal diplomacy” is riding an 
unprecedented wave of popularity on both sides of 
the Iron Curtain as the summit year of 1960 begins. 
With the memory of the tragic consequences of Yalta 
and the fruitlessness of Geneva all but stored in moth 
balls, many Free World leaders are becoming obsessed 
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with the thought that an end to the international con- 
spiracy of communism can be negotiated at the round 
table. In view of this dangerous trend, conservatives are 
hailing the Columbia Broadcasting System’s “Twentieth 
Century” television program of January 3 which turned 
back the clock to an earlier day when “personal diplo- 
macy” failed a most crucial test. 


The program opened with the question, “What is 


appeasement?”’—then answered it clearly and unmistak- | 


ably with 30 minutes of documentary film on events 
surrounding the infamous Munich pact of 1938. 


Viewers relived the period when Adolph Hitler (the | 
less subtle Khrushchev of that era) sent troops to the | 


Czechoslovakian border and delivered to Czech President 
Eduard Benes an ultimatum demanding that Germany 
be given the Sudetenland (the Berlin or Matsu of the 


late Thirties). Although the Czechs were prepared and | 


willing to resist the Nazi storm troopers, a trembling 
British Prime Minister, Neville Chamberlain, made a 


frantic flight to Hitler’s Bavarian retreat and begged © 
the German dictator for peace. A few days later Cham- | 
berlain and France’s Premier Daladier journeyed to | 


Munich to continue the peace talks with a “friendly” 


Hitler and Italy’s Mussolini. Twenty-four hours hence | 


the British and French leaders caved in under Hitler’s 


“final” ultimatum and signed an agreement conceding | 


the Sudetenland to Germany. 


Not a few observers in Washington say the big 


lesson from that experience in “personal diplomacy” | 
was learned five months later when the “appeased” | 


Hitler gobbled up the rest of Czechoslovakia and eleven 


months after Munich when he invaded Poland and | 


World War II became a reality. 


Young GOP: Young Republicans from across the 


Nation will be in Washington next week for a practical | 
course in how to win elections. The Young GOP’s Fourth | 
Leadership Training School, January 18 to 22, is expected © 


to attract over 400 to the Nation’s Capital, where they 
will study proven methods of successful precinct and 
organization work and hear top GOP leaders discuss the 
issues for the coming campaign. 


Among those expected to speak are President Eisen- 
hower, Vice President Nixon and the GOP National 
Chairman, Senator Thruston P. Morton of Kentucky. 
A highlight of the meeting will be a panel in which top 
Republicans who bucked the Democratic tide in 1958 
wul tell how they won. Senator Barry Goldwater of 
Arizona is expected to appear on this panel. 


Entrance fee for the school is $64 for early regis- 
trants—including room, meals, and school materials—or 
$68 for those who register late. Registrations are being 
taken at the YR National Federation office, 1625 Eye 
Street, N.W., Washington, D. C. 
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The Cost of National Defense * 


JAN 20 1960 


By ArtHur E. Burns 


(Professor of Economics, George Washington University) 


‘Pewew national security expenditures are running 

at a level of $46 billion per year, or about $1070 
per family.* This is more than twice the amount of 
personal savings in a good year. About two out of every 
three dollars spent by the Federal Government go for 
defense and veterans. Defense alone absorbs nearly 10 
per cent of the Nation’s Gross National Product. 


These general facts stress the cost side of the defense 
problem, when this is viewed in terms of dollars and 
cents. Later we shall look at costs somewhat differ- 
ently, as alternatives sacrificed. But either way, the 
matter does not end with costs. Costs are merely the 
means of attaining something—a return, or a service, 
or a satisfaction. In the case of defense costs, the return 
or service or satisfaction is protection from aggression 
and the sense of security this provides. The business of 
the military is to produce this return. 


Here we encounter the underlying “problem” of de- 
fense expenditure: What is the return? How much secur- 
ity do we get for the dollars spent? There is no reason- 
ably precise answer to this question. The service produced 
by the military program is not measurable. Its value or 
worth is a matter of judgment which, even among the 
professionals, is a subject of controversy. 


A related and equally difficult question is this: How 
much security do we need? This depends on estimates 
of enemy capability and our own for different kinds of 
war. Neither is measurable in any precise manner. 
Uncertainty as to the value or effectiveness of our own 
defense efforts is accompanied by an even greater 
uncertainty with respect to theirs. As a consequence too 
much or too little might be spent for defense. Waste 
occurs either way. In the one case an excess of resources 
is devoted to security; in the other, to non-security 
purposes. 


The practical business of putting together the national 
security budget thus entails judgment and compromise 
on the part of military experts, the President and the 
Congress. It is not enough that they in some fashion 
come up with the “right amount” as a total appropria- 
tion. This amount must be appropriately allocated among 
the services and the innumerable end uses of each. 
Indeed the effectiveness of this allocation partly deter- 
mines the total required. Competition among the services 


*Includes the Military services, military aid, atomic energy. 
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WEG ROOM 
and among weapons systems requires the exercise of 
choice. All budgets being limited, more money to one 


service means less to others, more for missiles means 
less for other purposes. 


In a real sense the cost of a nuclear-powered carrier — 
is the effectiveness (or return) sacrificed by not having 
more submarines, or missiles, or any of the other 
weapons that could have been acquired with the funds 
spent on the carrier. If the relative effectiveness of the 
competing weapons systems could be precisely measured, 
the allocative problem would be simple. Given the total 
budget, funds would be spent on each of the competing 
uses up to the point where each dollar yielded the same 
return, or effectiveness. Actually, precision of this sort 
is impossible because military end products do not 
come in small packages as a rule. The choice might be 
between one weapons system costing $4 billion over the 
next five years and another costing $5 billion. 


This brings us back to the central problem: How do 
we measure the return, or the effectiveness, of the 
military dollar? As observed above, there is no objective 
measurement of yield, or return, or effectiveness appli- 
cable to all purposes for which defense dollars are 
spent. There is no “market” which values these returns. 
Costs are measurable in dollars, and arbitrary numbers 
can be assigned to “effectiveness” to obtain cost- 
effectiveness ratios. But no one who indulges in this kind 
of exercise will credit the results with certitude. They 
are orders of magnitude, no more. 


"Ades THE UNCERTAINTIES and the difficulties of 
measuring approximate results, there is no wonder 
that the military budget is a subject of endless contro- 
versy. But the military is not unique—practically all 
Government services encounter this same basic problem. 
We know about what they cost in dollars, but the “value” 
of the return or service cannot be objectively measured 
in comparable units, for most services are not priced. 
Thus charges of excessive cost, of waste, or complaints 
of skimping on essential services and national security 
for balanced budget reasons are endless. 


In comparison, the private sector of the economy has 
it easy. Consider a firm like General Motors. How much 
of the Nation’s total resources should be devoted to the 
productive purposes of such a company? The company 
produces seven lines of cars, a line of trucks, a variety 


D.C. © Copyright 1960 by HUMAN EVENTS 








of household appliances, diesel locomotives, motor 
coaches, airplane engines, radios and television sets, and 
many other products. The cost of each product, the price 
of each product in the market, the commercial and 
consumer demand for these products at the prevailing 
prices determine the amount of output, and the resources 
to produce it, for any given period. Consumer incomes, 
General Motors product prices, the prices of competitive 
products, consumer preferences all go into the determin- 
ation of what the public “wants” from General Motors. 
Unlike the Defense Department and congressional ap- 
propriations committees, the G. M. high command has 
objective criteria to guide it in determining the total 
budget for any period. Judgment and guess-work are 
involved, to be sure, hut the hard facts of the market 
quickly confirm or rejéct the decisions made. 


When it comes to allocating the total G. M. budget 
among the many divisions, the decisions again are object- 
ively determined by market criteria. How much should 
be allotted to Buick, Pontiac, Frigidaire, and so on? 
Cash flows give the answer. Budget shifts can be made 
to avoid surpluses of Buicks and shortages of Pontiacs. 
But how much of the national security budget should go 
to the Army, Navy, and the Air Force for tanks, artil- 
lery, planes, missiles, submarines? Business has the 
market to guide its decisions and to check their validity, 
quickly. Defense spending decisions have no such guides 
and no subsequent objective validation. 


— OF DECISIONS is of utmost importance to the 

question of cost. The military might spend hundreds 
of millions on the research and development of a partic- 
ular missile and tens of millions more for its current 
production. Having committed itself there is a normal 
reluctance on the part of the military service in question 
to abandon the project, despite claims that a sister 
service has developed a somewhat superior weapon. 
The reluctance might spring from service rivalry, or from 
the fear of congressional charges of “waste.” But often 
it is a matter of honest differences in judgment as to the 
“value” of the competing weapons. 


The market handles this type of problem when it 
arises in business. For a reported $250 million, the Ford 
Motor Company developed and produced the Edsel. The 
market gave its verdict—quickly, ruthlessly, but effect- 
ively. In two years the Edsel joined the numerous 
company of abandoned cars. And a business much smaller 
than Ford would have joined the far more numerous 
company of bankrupt firms. The market test is simple 
and direct, and bankruptcy in the end takes care of 
incompetence and wrong judgment. The military services 
have no market to test their competence or judgment. 
Their ultimate test is combat, their bankruptcy court 
is defeat. 


All this is familiar enough but needs repeating. 
Budgeting a defense program is simply a stupendous 
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task. The absence of a comprehensive, objective measure- 


ment of effectiveness, or return, or value lies at the | 


root of the “cost” problem in the national security pro- 
gram. There is no solution to this; in the nature of the 
case, judgment rules decisions and validates their results, 
in a context of great uncertainty. Defense, a costly 
business at best, is made more costly because of this. 


In practice, of course, decisions are made, forces are 
equipped and security is provided. The measurement 
problem remains, but its significance in terms of cost 
varies with the rate of change in military technology. 
In periods of quiescent technology, long experience with 
established conventional weapons provides rule-of-thumb 
guidance in the allocation of the military budget among 
the competing end uses. Being on surer ground, both 
with respect to their own military effectiveness and that 
of a possible enemy, military planners are generally able 
to judge the total budget required for reasonable 
security. 


But in a period of dynamic technology the problem 
becomes enormously complex. New weapons systems 
are untried; experience is no longer a helpful guide. Each 
new development tends to increase military costs, adding 
great pressure to the matter of choice among alternatives 
as alternatives multiply. The issue between conventional 
weapons and the new weapons systems is a case in point. 
Uncertainty as to the kind of threat and the effective- 
ness of the means simply adds greatly to the cost of 
national security. 


pele PLANNING is difficult enough under the best 
of circumstances but events conspire to add to the 
inherent difficulty, and often to costs. Some of these may 
be mentioned briefly. 


The decisions of the military are not immune to 
political pressures. For example, the location of an air 
base, or the retention of one that has lost much of its 
importance, is sometimes dictated by well-placed politi- 
cal figures. The pressure may not be overt; a decision 
to retain a particular base may be made to avoid antici- 
pated political wrath. Some contract awards may at 
times be politically influenced. The Department of 
Defense may feel constrained to maintain a particular 
project of dubious value for fear that ditching it would 
raise a political storm—the Nike-Zeus project might fit 
this category. Virtually all appropriations, military and 
non-military, have political significance; inevitably 
“policy is politics.” Thus, the military expert must pro- 
pitiate the political powers in some measure simply in 
order to gain the support essential for his main task. 
Probably the added cost due to this element percentage- 
wise is small. 


Non-military objectives often intrude upon the scene 
to add somewhat to national security costs. Legislation 
requires contractors to pay the “prevailing” wage which 
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in effect is the highest wage in the area. Here the market 
process is distorted; advantage cannot be taken of a 
lower price which the market as such would yield. 
Moreover, this wage policy affects the costs of civilian 
products because of competition for labor. Similarly the 
“Buy American” policy denies some access to lower cost 
foreign products. Military funds may be used to support 


) certain industries. On occasion the Navy lays up its 
sare — 


own tankers to charter private tankers to help shipping 


+ companies. Stock-pile policy has not been free of in- 


dustry influence, exerted by way of political channels. 


) There is no telling how much is added to the national 
) security bill because of these non-military objectives 
} which influence military demands and distort market 
) prices. For its part, the military is constantly faced with 
+ these pressures and succeeds in resisting most of them. 


A different set of influences is also at work which has 
both adverse and beneficial effects on the military pro- 


} gram: inter-service rivalry and organizational interest. 
) Rapid changes in military technology during the last 


two decades have muddied up the roles and missions of 


) the services. Nuclear weapons and missiles have pro- 
\ foundly changed the traditional weapons systems of all 
) the services. Large armies, surface fleets, and manned 
» aircraft might vanish, or at least suffer a drastic change 
> in roles and missions. This threat shakes each organiza- 
‘ tion from top to bottom. Each must establish its claim 
‘to future place by getting in on the new weapons 
| systems. Thus arises the relentless rivalry and some 


duplication of effort in the development of weapons. 


Each service is reluctant to accept the others’ 
weapons. As a consequence there is a dispersal 
of funds and particularly of the critically short 
supply of technical and scientific resources on 
overlapping systems. This is a heavy cost. 


The usual complaints along this line, however, over- 


- look the advantages of rivalry. The organizational urge 
» to survive fosters innovation, just as competition among 
_ large firms impels them to innovate to hold their market 


position. Such business competition also entails sub- 


_ stantial competitive costs, and much progress as well. 
| Whether innovational advantages outweigh the duplica- 


tive costs among the services cannot be ascertained. 


_ The case against such rivalry is by no means established 
_ —we might do better with more. 


The effort to “save” funds, to keep the military 


_ budget within some narrow limit dictated by budget- 
) balancing considerations, or by the debt limit, raises 
_ other kinds of problems. Inflation and the rising costs 
_ of new, complex weapons systems place a squeeze on 
_ the military planners—costs rise in relation to the 
_ budgetary limit. To accommodate rising costs with the 
: budget ceiling, defense programs are often “stretched 
@ out,” and some dropped entirely. The stretch-out pushes 
' programs farther into the future, where obsolescence 
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catches up quickly. In the short run there is some 
sacrifice of preparedness; in the longer run there is the 
cost of obsolescence. Thus saving funds now might 
increase costs, by way of reduced effectiveness per dollar 
spent. There is no escaping this problem in a period of 
rapidly changing military technology and fiscal prudence. 


This brief summary brings out the diversity of 
influences which impinge on national security costs. 
Their net effect most certainly reduces the effectiveness 
of the military dollar, even though, to repeat, there is 
no comprehensive measurement of effectiveness. What- 
ever it is we get for $46 billion, it could be higher; or 
we could get whatever we now get for a somewhat 
smaller outlay. But these various influences—political, - 
social, and economic, organizational rivalry and im- 
perfect coordination, the budgetary squeeze, and other 
elements that might have been mentioned here—are 
probably of subordinate importance compared with the 
over-riding facts of uncertainty and change. These 
account for much of the great military outlays today 
and for what is so frequently described as waste. 


i FACTS OF CHANGE in military technology need no 
elaboration here. In fiscal year 1959 the Department 
of Defense let some $5 billion in contracts for research 
and development and the figure is higher for the present 
vear. Each new major technological development tends 


‘to require, or produce, an entirely new weapons system 


—usually not suitable for fitting into the existing systems. 
Obsolescence is rapid and the new systems are costly, 
only to suffer a rapid obsolescence themselves through 
research and development work. This is the process of 
“creative destruction” of existing assets, familiar in 
industry. But costs and returns act to guide and temper 
this process in industry; military technology has limited 
guidance at best. 


The same process of accelerated technological change 
is occurring on the enemy side, behind a formidable 
barrier of secrecy. This heightens uncertainty as to his 
capability, which furthers our drive to keep abreast or 
ahead. Similar fears impel him constantly to innovate 
technologically. This uncertainty is aggravated by inter- 
national political tensions and the political intent of 
the enemy. A posture of reasonable security in such a 
context comes at a high cost. 


A distinction of importance is pertinent here. Costs 
in the face of uncertainty (ex ante costs) are incurred 
which at the time appear necessary and reasonable. 
But in retrospect these costs (ex post costs) may appear 
unnecessary and excessive. The realized cost is laid to 
poor judgment, or worse, when the eventuality planned 
for fails to materialize. Thus the military spends sub- 
stantial funds for standby facilities simply to be on the 
safe side. For example, planes might be procured even 
though obsolete, because the missile systems to replace 
them are untried, or production facilities are inadequate, 
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or the obsolete weapons might be needed against the 
same type the enemy might use. Ex ante such costs seen: 
reasonable; ex post they appear a waste. In one sense, 
all stand-by facilities entail unnecessary ex post costs. 
Like goods in the wholesale house, the military stands 
by until needed, performing meanwhile the service of 
(leterrence. 


oe is a characteristic in production for 
civilian markets, but firms handle their own 
development costs for new products, risk their own 
capital for new facilities, and bear the burden of their 
our standby facilities. Those that survive and grow 
pass these costs on in the price of their products. Why 
shouldn’t the plane manufacturers pay for development 
costs and new facilities for the B-70, or for new missiles? 
Among other things, they cannot pass on the costs of 
uncertainty when they sell to the Government at nego- 
tiated cost-plus prices. Many a weapon is born to die 
unused in the helter-skelter of technological change. 
The good ones cannot pay for the bad ones under the 
cost-plus pricing arrangement. The costs of uncertainty 
are thus passed on to the Government by way of re- 
search and development contracts which pay for the 
good, the bad, and the indifferent ideas in this uncertain 
business of weaponry. 


Changing technology is normally expected to cut costs, 
where adopted in industry. Is this occurring in the 
military? Is it likely to reduce aggregate spending? 


Military technology has vastly increased the efficiency 
of the forces. Far more destructive power comes with 
each dollar spent now than at any time in the past. 
But this is not likely to reduce total expenditures, 
given the existing state of international affairs. Techno- 
logical change entails greater complexity and cost of 
military hardware. As these changes continue to come, 
military expenditures seem destined to rise. In the 100 
vears before World War II the cost (in constant dollars) 
per man in uniform increased about threefold; in the 
past 20 years they have gone up about fourfold. There 
seems to be no limit to the demand for destructive 
power. Improved technology produces this power and its 
mieans of delivery with growing efficiency at increasing 
aggregate costs over time. 


Military expenditure is the means by which resources 
are put to work for national security purposes. When 
these resources are diverted from alternative uses— 
consumption and capital accumulation——this entails a 
real cost in the sense of sacrificed alternatives. National 
security expenditures do not necessarily measure the 
extent to which resources diverted to the military come 
from consumption and capital purposes. For example, 
the huge money costs of World War II do not measure 
the sacrifice of consumption and capital accumulation. 
Some of these expenditures put idle resources to work— 
to this extent no alternatives were sacrificed except 
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involuntary leisure. Or take the Korean War which was 
a fully tax-financed war. The eztra cost of that war 
probably did not entail much sacrifice of consumption 
and capital accumulation. Much of the added tax 
revenue to finance the added output for the military 
came from an increment to national income we would 
not have had but for war orders. Civilian output, dis- 
posable income, consumption, and savings increased 


throughout this war at a rate in excess of the increase | 


in total effort (man years of employment). 


But this favorable performance for short periods is 


no basis for complacency. In the long run, a large | 


national security program does entail real cost. Before 


World War I military programs absorbed only one-half | 


of one per cent of gross national product; before Worla | 


War II it was about one per cent. The present decade 
will average about 10 per cent, with no abatement in 
sight. Of necessity the percentage of national income 


available for consumption and saving decreases as the | 


percentage devoted to national security rises. 


This can have serious long-run consequences. What 
if high taxes for defense purposes reduced family saving | 


for the future education of their children? or for invest- 


ment in the material requisites for economic growth? | 


Does military research and development drain industry E 
of scientific talent? It is no answer to say: let the | 


Government subsidize education, or train more scientists, 


or éven provide funds for investment. Such subsidies | 


come from the taxpayers’ pockets, the present inroads 
on which partly create our problem. 


The long-run real cost cannot be dodged. Tax policy, Q 


however, can help shift it. In the interest of continued 
long-term growth, national security might best be re- 
garded as a component of consumption and not as a 
charge against saving. 
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